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The Banco Central de Ecuador (BCE) announced Feb. 12 it was eliminating the exchange-rate bands
that controlled the currency, the sucre, and would allow it to float against the dollar. The bank said
the change was to protect the nation's foreign reserves. "As of today, Feb. 12, 1999, the system of
exchange bands used since the end of 1994 is eliminated, and the price of the dollar will be allowed
to fluctuate," said bank president Luis Jacome Hidalgo. "This does not mean that the Central Bank
will no longer intervene in the exchange market. It will do so when circumstances warrant to avoid
sharp speculative movement."
Interest rates immediately dropped. Overnight rates fell to 86% Feb. 12 from 127% Feb. 11. Jacome
said the bank spent US$224 million in January defending the sucre. And, the country's foreign
currency reserves fell another US$82 million in the first 19 days of February to US$1.39. At the end of
1998, Ecuador's reserves were at US$1.7 billion. While the move was expected to calm the markets,
it was also expected to bring higher inflation. "What we have here is not so much a flotation of the
sucre as a hidden devaluation which the government does not want to admit," said economist Luis
Villacis.
Ecuador's new Finance Minister Ana Lucia Armijos said the volatility of the sucre will continue
for some time before it finds stability. Ecuador has been depreciating the sucre through the
sliding trading bands since 1994, and last year the currency fell 54% against the dollar. "Flotation
should prevent big losses of foreign reserves and bring down bank interest rates to help us toward
economic recovery," Armijos said. "In the Finance Ministry we'll start analyzing the impact of
flotation on the 1999 budget."
Some analysts argue that allowing the sucre to float will only increase the foreign debt. Service on
the debt still absorbs the largest percentage of the budget, 39%. Ecuador's total foreign debt stood
at US$16.4 billion at the end of 1998, of which US$13.24 billion was public debt. Inflation last year
was 43.4% and economic growth was just 0.8%. The country has been hurt by El Nino and by falling
prices for its main export, oil, which President Jamil Mahuad said brought on Ecuador's "worst crisis
in 70 years."

Congress approves budget
The announcement from the Central Bank came just after Congress approved President Mahuad's
budget for 1999. Approval of the US$5.2 billion budget was achieved through an agreement between
the administration and the rightist Partido Social Cristiano (PSC). The agreement precipitated the
resignation of Finance Minister Fidel Jaramillo, who said he quit when the PSC insisted on a 1% tax
on bank transactions and refused to accept a proposed tax on luxury vehicles and on business assets.
The PSC has been calling for Jaramillo's resignation for months. Some economists questioned
the budget figures for anticipated income and expenditures. The figures include a US$500 million
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reduction in the budget gap, spending freezes by some public companies, import-tax hikes, and
debt restructuring. But it fails to introduce new taxes on luxury cars and company assets, measures
Jaramillo had demanded. Critics also said the approved budget will deepen the economic crisis
that is hurting many sectors of society. The nation of 12 million people has an official poverty rate
of 62.5%, which Mahuad has pledged to cut by 25% by 2003. Jaramillo's resignation brings other
Cabinet changes Jaramillo's resignation prompted a Cabinet reshuffle. Armijos, who had been
interior minister, replaced Jaramillo. Vladamiro Alvarez, former education minister, was appointed
interior minister.
Rosangela Adoum, a congressional deputy and former director of education and culture for the city
of Quito, gave up her seat in Congress to become minister of education. The new ministers were
sworn in Feb. 15. A week later, on Feb. 23, Mahuad called for the resignation of Energy Minister
Patricio Ribadeneira following a paralyzing week-long gasoline shortage. Defense Minister Jose
Gallardo was appointed interim minister and charged with ending the distribution crisis as quickly
as possible, using the armed forces if necessary. Also asked to resign were the head of the state oil
company Petroecuador, Rafael Gordillo, and the company's marketing head, Hugo Coronel.

New ministers tackle problems
Armijos said on Feb. 17 that Mahuad was sending Congress an urgent economic bill to regulate
public spending. The bill reforms the tax code to eliminate exemptions to the added- value tax
(Impuesto al Valor Agregado, IVA), changes laws relating to the electric sector, and freezes state
salaries. "The primary objective of the bill is to support the budget that Congress approved," said
Armijos.
As Adoum took over the Education Ministry, teachers were in their fourth week of a strike for better
wages. The teachers are demanding that Mahuad honor the raises approved by his predecessor
Fabian Alarcon. Adoum said, however, that the new budget does not cover a raise for teachers.
"The cards have been dealt," said Adoum. "Congress approved a budget that does not include the
remunerations the teachers want. They must accept this reality." She said her priority is "to improve
the quality of education," which will require the efforts of teachers, students, and administrators.
She added that salaries are not the only important issue in education.

Increasing social unrest
With barely six months in office, Mahuad is facing increasing violent street demonstrations and
protests regarding his economic policies. Since early January, the streets of Quito and other major
cities have had almost daily confrontations between the police and groups of students and workers.
The protests began after the government ended gasoline and energy subsidies last year.
The government also placed a 1% tax on all capital transactions, ended subsidies for fuel, and
increased electricity rates by 35%. Labor unions have called a general strike for March 10-11 to
protest the policies. The 48-hour strike will be the second since Mahuad took office. Fausto Dutan,
head of the Frente Unitario de Trabajadores (FUT), said the unions are asking Mahuad to change
economic policies and drop plans to privatize the petroleum and social security sectors. A recent
poll indicates Mahuad's support has slipped from 48% at the beginning of January to 26% in early
February as a result of the unpopular economic measures. [Sources: El Nuevo Herald (Miami),
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01/25/99; Associated Press, 02/05/99, 02/12/99; Notimex, 01/22/99, 02/08/99, 02/11-13/99, 02/17/99,
02/18/99; Spanish news service EFE, 02/02/99, 02/12/99, 02/13/99, 02/17/99, 02/20/99; Reuters,
01/27/99, 02/12/99, 02/16/99, 02/22/99; CNN, 02/23/99]
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